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Enclosure to ROME A- 45 


ITALIAN KEY ECONOMIC INDICATORS 


All values in millions of U.S. dollars Exchange rates used (lire per dollar) 

and represent period averages unless 856 for current 1980 values; 1137 for 

otherwise indicated current 1981 values; 1227 for current 
1982 values; 625 for constant (1970) 
values* 





Items and date of most 3] % Cumulative 1982 
recent date shown a Change (most recent data) 





INCOME, PRODUCTION, EMPLOYMENT 
GDP at Current Prices 396,107 350,154 -11.6 
GDP at Constant (1970) Prices 136,923 136,712 - .2 
Per Capita GDP, Current Prices 6,941 5,120 =11.8 
Plant, Equipment and Transport 
Investment at Constant (1970) 
National Income at Current Prices 
Indices: 
Industrial Production (1970=100) 1.5 138.2 Leo 142.0(2/82) 
Average Labor Productivity 
(1970=100) 
Average Industrial 
Labor Force ('000) 
Average Unemployment as % 
of Labor Force ] 6 8. 9.3(1/82) 
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MONEY AND PRICES 
Primary Liquidity (MI) (End Period) 201, 
Interest Rate (Central Bank) 
(End Period) ) 19.C 
Prime Rate (End Period) 21.0 2235 21.75( 3/82) 


Indices: (1980=100) 
Wholesale Price 5 16. 127.7(2/82) 
Cost of Living ‘ f 132.0(3/82) 


BALANCE OF PAYMENTS AND TRADE 

Total Official Reserves and Net 

Foreign Position of Commercial 

Banks 43,294.0 34,951 

Balance of Payments ~-7,203.5 699.3 

Balance of Trade -22,015.1 -15,482. -1,316.9(1/82) 

Exports, FOB 77 ,943.2 75,700 = 209 6,234.8(1/82) 
U.S. Share 4,152.5 23.8 496.3(1/82) 
Imports, CIF 99 ,958.3 ) 33.3 - 8.8 7,551.7(1/82) 
U.S. Share 6,917.0 64775 -10.7 626.3(1/82 





MAIN IMPORTS FROM U.S. (C.Y. 1981) Machinery and Equipment 55,209 M.T. $1,169.5; 
Coal and Coal Products 9,123.007 M.T., $711.2; Chemicals 832,443 M.T., $644.5; 
Seeds and Grains 3,105.289 M.T., $607.0; Aircraft and Parts 3,335 M.T., $542.5; 
Oil Seeds and Cakes 1,744.359 M.T., $512.2; Typewriters and Calculators 4,698 
M.T., $366.6; Paper Pulp, Paper and Manufactures 337,078 M.T., $188.1; 

Petroleum Products 1,080.202 M.T., $149.1; Electric Lamps 1,407 M.T., $119.0; 
Silver, Gold and Platinum 146 M.T., $92.8; Sawed Wood 159,834 M.T., $89.3; Hides 
and Skins 10,273 M.T., $79.1; Auto Parts 6,011 M.T., $55.7; Leaf Tobacco 8,911 
M.T., $46.3; Cotton Fabric 9,501 M.T., $46.2; Laminated Iron and Steel 56,729 
M.T., $40.6; Raw Cotton 15,249 M.T., $29.2. 


* Changes in many economic indicators may reflect more the large swing in the 
dollar/lire exchange rate (the lira depreciated 33 percent against the dollar 
in 1981) rather than trends in the Italian economy. 


SOURCES: ISTAT (Italian Central Institute of Statistic), Bank of Italy, GOI 
Economic Report, ISCO (Istituto Nazionale per lo Studio della 
Congiuntura). 





SUMMARY 


In 1981, for only the second time in the post-war period, Italy's real GDP was 
lower than the previous year. Last year's decline, however, was slight--minus 
-2 percent--and the hope is that the worst of the recession has now passed. 
Both industrial and agricultural production declined in 1981. Investment 
spending, after a two-year boom, was off sharply, while consumption showed 
little change. By the beginning of 1982, the unemployment rate had reached an 
unprecedented 9.3 percent and over 2 million workers were jobless. 


Italy ran a balance of payments' current account deficit of approximately $8 
billion in 1981. This was an improvement over the previous year and was due 
mostly to a reduction in the trade deficit. Exports were up almost 5 percent 
in volume in 1981 despite a stagnant world economy, while imports were off by 
10 percent. Inflation eased slightly in 1981, dropping to 18.7 percent on an 
average annual basis and was even lower at the end of the year. However, 
Italy's inflation still remains quite high when compared to that of its 
European trading partners. 


For 1982, the outlook is for a modest recovery with real GDP increasing 1-1.5 
percent. But this will depend on the timing and strength of an economic 
upturn in Italy's export markets. Domestic demand is not expected to increase 
significantly. There may be some slight growth in consumption, but this will 
be partly offset by an investment decline. The current account will again be 
in the red but should show some improvement. Italy should have no serious 


difficulty financing its balance of payments deficit. In the medium tern, 
Italy's economic performance will be greatly influenced by the outcome of the 
triennial wage contract discussions, which will take place in 1982. These 
discussions have been slow in getting started, and the full effect on the 
economy of the new contracts will probably not be felt until late this year or 
in 1983. 


Italy's economic woes and a rapidly appreciating U.S. dollar cut sharply into 
U.S. exports to Italy in 1981 which fell by more than 10 percent. The main 
bright spot was a 55 percent increase in coal sales. As the dollar's rise 
tapers off and Italy's economy picks up, prospects for U.S. business should 
improve in 1982. Already U.S. exports for the first two months of this year 
are up 51 percent over that recorded a year ago. Coal sales should continue 
to grow, as Italy proceeds with its ambitious ten-year energy plan to shift 
from oil to coal and alternate energy sources. Other opportunities are 
developing as modernization and rationalization plans and projects take form 
in the telecommunications, chemical, steel, tourism and food processing 
sectors. The American edge in high technology industries will continue to 
attract Italian firms, who are increasingly turning to U.S. firms for joint 
ventures, licensing and distribution arrangements. American firms should also 
be alert to opportunities--including the services field--arising as Italy 
develops new requirements and interests in improving accounting and other 
business systems, security, civil protection, housing and health care systems. 





PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


OVERALL GROWTH PATTERNS: 1981 was a year of recession for the Italian 

economy. Real GDP was less than in the previous year for only the second time 
in the post-war era (in 1975 there was a 3.6 percent decline). The 1981 
decline, however, was slight--minus .2 percent--and by the end of the year the 
worst of the recession seemed over.e On a seasonally-adjusted quarterly basis, 
the economy followed the same roller coaster pattern as in 1980--a positive 
first quarter followed by two successive declines in real GDP and then a 
strong fourth quarter rebound. 


Household consumption increased slightly in real terms in 1981. Although 
total net wage and capital income did not keep up with inflation, a decrease 
in the propensity to save and a sharp rise in government transfer payments (28 
percent in nominal terms) enabled households to augment slightly their 
consumption. Particularly favored were expenditures on consumer durables 
(including automobiles and televisions), and recreational items and services. 
Spending on food, clothing and household furnishings declined. Public sector 
consumption increased 1.8 percent in real terms--very close to its average 
growth for the 197/-80 period. 


Investment spending decreased in 1981 following two years of impressive 
expansion. Several factors account for this turnaround. The capacity 
utilization level fell during most of 1981 and at the end of the year was at a 


low 72.1 percent. Also important in the investment slowdown was the squeeze 
on profits. The share of national income going to capital dropped to 30.3 
percent in 1981, a record low. A third factor which dampened investment 
spending was the government's restrictive monetary and credit policy. 


Of the major fixed investment components, machinery and equipment outlays were 
the hardest hit by the 1981 recession, declining 5.3 percent in real terms. 

In contrast, construction expenditures held their own, while investment in 
transportation equipment increased by more than 11 percent. Inventory 
accumulation was off sharply in 1981, with stocks increasing at less than 
one-sixth the 1980 rate. Moderating inflationary expectations, restrictive 
trade and exchange measures, and devaluation of lira discouraged inventory 
build-up in 1981. The drop in inventory accumulation from 1980 to 1981 was 
quite large, equal to approximately 3 percent of GDP. Gross investment, which 
includes inventories, was down 14.6 percent in real terms in 1981, while gross 
fixed investment, which excludes inventory formation, decreased only .2 
percent. 


SECTOR TRENDS: In 1981 average industrial production dropped 2.3 percent, 
according to the national index; but by December, production had picked up to 
a rate above that of a year earlier. The food processing, transportation 
equipment, chemical, paper, and pharmaceutical industries all registered 
production increases in 1981. All other major sectors experienced production 
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declines with the most marked occurring in the machinery and electrical 
equipment industries. Steel production dropped an estimated 6.8 percent as 
reduced imports and increased exports were not sufficient to offset a 15.6 
percent drop in apparent domestic consumption. Industrial production accounts 
for approximately 42 percent of GDP. 


Italy's agricultural sector did not have a good year in 1981. For the first 
time in four years, the value of agricultural production in constant prices 
decreased (-1.6 percent). Declines occurred in some tree crops because of a 
late, cold spring, while citrus production was damaged by autumn drought. On 
the positive side, there were record corn and sugarbeet crops. Net farm 
returns again declined in 1981 as farm prices rose 10-12 percent and 
production cost increases averaged 17 percent. Italy's large agricultural 
trade deficit was reduced to an estimated $7.5 billion last year with 
agricultural exports up 2 percent in dollar terms while imports dropped 15 
percent. Agriculture employs about 13 percent of the total work force and 
accounts for 6 percent of GDP. Although these figures have been declining for 
many years, agriculture still plays a relatively more important role in the 
Italian economy than in most EC economies. 


EMPLOYMENT: The unemployment rate averaged 8.4 percent in 1981. At the end 
of the year, the rate was 9.1 percent and 2.1 million job seekers were without 
work, the highest levels in at least 25 years. The increase in unemployment 
is partially due to the slowdown in the economy. However, even during recent 
expansionary periods, the Italian economy has not created enough jobs to keep 


pace with increases in the labor force. Industrial employment has been flat 
for almost a decade, while agricultural employment has declined steadily. In 
1981, for example, employment in large industrial firms (i.e. more than 500 
employees) dropped 3.2. percent. With net migration down and increased female 
labor force participation, women and residents of Southern Italy account for a 
disproportionate share of the unemployed. Young workers are also at a 
disadvantage--almost three-quarters of the unemployed are between the ages of 
14 and 30. 


During periods of economic slowdown, workers are usually placed on paid 
lay-off (Cassa Integrazione) rather than dismissal. Consequently, Cassa 
Integrazione statistics are often a better gauge than the unemployment rate of 
the effects of the business cycle on unemployment. In 1981 Cassa Integrazione 
payments (measured in hours compensated) were 88 percent above the 1980 

total. As the economy recovers in 1982-83, many of these laid-off workers 
should be reemployed by their firms. However, much of the investment boom 
that has taken place in recent years is believed to have been aimed at plant 
modernization rather than expansion. Thus some of the workers laid off may no 
longer have jobs awaiting them, even if economic activity picks up. 


WAGES: Gross wages increased an average of 23.6 percent in 1981, an increase 
of almost 4 percent in real terms. However, because of the effect of the 
progressive tax system (income taxes rose an estimated 35 percent in 1981) 





and increased contributions for social programs, take-home pay increased at a 
slower rate. There was a considerable range of wage increases among different 
categories of workers: industrial wages were up only 18.2 percent, in the 
services sector the increase was 23.9 percent, in public administration total 
gross salaries rose 29.4 percent. 


Few major wage agreements were up for renegotiation in 1981 and hours lost to 
labor disputes were at a relatively low level. For much of the year labor, 
business and the government tried to reach agreement on containment of future 
labor cost increases, including possible modifications in the automatic wage 
indexation system (“Scala mobile”). Workers covered by this system receive 
the same absolute cost of living increase regardless of salary level. For 
most workers, these payments do not fully compensate for inflation. Another 
controversial feature is that the scala mobile transmits price shocks 
originating outside the domestic economy (e-.g-, an oil price increase) into 
wage levels and subsequently throughout the economy. Despite protracted 
discussions, no agreement on labor costs was reached in 1981, and the 
negotiations carried over into 1982. 


INFLATION: Inflation, as measured by the working class family cost of living 
index, rose an average of 18.7 percent in 1981. On a December-to-—December 
basis, the increase was 17.9 percent. These results were 2.5-3 percentage 
points below the corresponding 1980 averages. Beginning in the second half of 
last year, there was a gradual easing of inflationary pressures that continued 
into 1982. This was made possible by the drop in internal demand, and 
declines (or slower increases) in the world market prices of 
internationally-traded fuels and certain primary products. Wholesale price 
increases also decelerated in 1981 on an annual average basis. The WPI rose 
16.6 percent compared to a 20.0 percent increase during 1980. 


Even with the improvement that occurred in 1981, inflation remains a 
formidable problem for the Italian economy. Italian inflation is well above 
the average for the other members of the European Monetary System and periodic 
devaluations of the lira within the EMS have been necessary to maintain 
Italian competitiveness. Because of certain structural characteristics (a 
large public sector deficit, dependence on foreign energy sources, a high rate 
of labor cost increases), the Italian economy remains subject to inflationary 
pressures and vulnerable to price shocks. 


BALANCE OF PAYMENTS 


According to preliminary data, in 1981 the current account, economic basis, 
recorded an $8.0 billion deficit compared with a $9.7 billion deficit in 
1980. The overall balance of payments recorded a $530 million surplus, 
implying a capital account surplus of about $8.0 billion. 


The explanation for the current account improvement relative to 1980 was a$6.0 
billion drop in the trade deficit to a level of $10.4 billion, this despite an 
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increase of approximately $1.6 billion in the petroleum deficit. Export 
volume increased 4.7 percent in 1981 (after a decline in 1980) and imports 
dropped 10 percent. The export growth, well above the world average, was a 
reversal of the 1980 situation when Italian business found it more profitable 
to sell to the domestic rather than foreign market. Negative GDP growth in 
Italy and a more than 30 percent depreciation of the lira against the dollar 
increased the attractiveness of the export market. 


The entire improvement in export performance was attributable to increased 
exports to OPEC, the U.S., and other dollar areas as the volume of exports to 
the EC was down. The drop in import volume was attributable to a combination 
of low growth, depreciation of the lira, and tight monetary policy which 
discouraged imports for stockpiling purposes. Finally, Italy's terms of trade 
dropped sharply in 1981 both as a result of the increased price of oil, and 
because exporters, in order to increase sales, on average increased their 
prices in lire by less than its effective depreciation (in dollar terms unit 
export prices dropped). 


Unlike the trade balance, the balance for services and transfers, a $2.4 
billion surplus, deteriorated in 1981. In part this reflected a one billion 
dollar drop in net tourism earnings. More important was a five-fold increase 
in the deficit on capital income to $3.2 billion. This was the result of a 
sharp increase in payments on Italy's foreign debt, reflecting both increased 
interest rates and an increase in medium and long-term debt outstanding to an 
estimated $33 billion at the end of 1981. 


The increase in the capital account surplus to more than $8.0 billion was 
mainly due to increased medium and long-term borrowing. An additional factor 
was the impact of the import deposit requirements (originally set at 30 
percent of import value, this requirement was lifted in February, 1982) which 
by encouraging a slowdown in payments by Italian importers improved the 
commercial credits portion of the capital account. 


At the end of 1981, Italy's total official reserve position was valued at 
$48.3 billion, including $29.0 billion in gold, $9.7 billion in convertible 
foreign currency, and $8.9 billion in European Currency Units (ECU). The 
total reserve position was down $10.8 billion from the end of 1980, the result 
of $7.7 billion reduction in the valuation of the gold stock (because of lower 
gold market prices), $1.2 billion drop in convertible foreign currency 
holdings, and $1.8 billion drop in the recorded value of ECU. The net foreign 
indebtedness position of the commercial banks at $13.8 billion reflected a 
$2.3 billion improvement from the end of 1980. 


In 1981, the average value of the lira dropped by over 30 percent against the 
dollar from 856 to 1137 lire/dollar. The lira was devalued twice during the 
year within the EMS, by a total of 9 percent against its central rate. In 
1981, the effective average depreciation of the lira against all major 
currencies was about 13 percent. 





ECONOMIC POLICIES 


PUBLIC FINANCE: In 1981 the deficit of the enlarged public sector (which in 
addition to the central government includes regional and local governments and 
nationalized companies) is estimated to have reached 55,000 billion lire, 
approximately 13.8 percent of GDP. This is a significant increase from 1980 
and much larger as a percentage of GDP than the public sector deficits in the 
other major industrialized countries. The ballooning of the 1981 deficit was 
caused by several factors, some beyond the government's direct control. With 
inflation moderating, the increase in revenues (influenced by current 
inflation rates) slowed, while expenditures (often determined by lagged 
inflation rates) continued to accelerate. The drop in economic activity meant 
less revenues and more spending. Also important were a series of measures 
approved by Parliament in the latter part of 1980 and early 1981 that 
increased last year's government expenditures by 15,000 billion lire. These 
included an increase in the frequency of wage indexation for government 
workers, improvement in pensions and family benefits, a reduction in social 
program costs borne by employers ("“fiscalization"). Perhaps most important 
has been the effect of high interest rates and the government's massive debt 
service requirements. Government debt now exceeds 60 percent of GDP, one of 
the highest ratios in the EC and up from 36 percent in 1970. A restrictive 
monetary policy and a shortening of the average maturity of the government 
debt has increased interest payments dramatically in recent years. In 1981 
interest payments were up 48 percent from the 1980 level and equalled 7 
percent of GDP, up from 5.7 percent in 1980. Thus the Italian public sector 
deficit is a serious problem not only because of its absolute size but because 
of its composition and the manner in which it is financed. In practice, there 
is little discretion in fiscal policy, and the large financing requirements 
make it difficult to maintain a restrictive monetary policy. 


MONETARY POLICY AND INTEREST RATES: The previous two Economic Trends Reports 
discussed a series of monetary policy actions taken by the Italian authorities 
during 1981. Various money and credit aggregates provide different 
indications of monetary tightness during the year. In general, the 
aggregates, which include credit to the state sector, expanded at a high rate 
reflecting heavy government borrowing needs. Medium and long-term credit to 
the private sector does not appear to have been restrictive, as loans by 
special credit institutes and direct foreign borrowing were up substantially. 
However, short-term credit to the private sector was very restrictive, due to 
tight controls on bank lending as evidenced by bank lending rates of well over 
20 percent. The main impact of this monetary tightness was on stockbuilding 
which was down sharply from 1980. 


Preliminary data indicate that in 1981 Ml grew by 9.9 percent, down from 13.4 
percent in 1980. M2 grew by 9.8 percent, down from 12.7 percent. M3 growth 
in 1981 was recorded at 16.2 percent compared to 17.3 percent in 1980. Lying 
behind the low growth rates for Ml and M2 was the fact that during the year 
commercial bank checking and savings deposits grew by only 8.1 percent and 9.1 
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percent ,respectively. The higher M3 growth reflects the movement by the 
public from these deposits into Treasury bills. The spread between deposit 
rates and Treasury bill rates started the year at about 5 percentage points 
and ended at about 7 percentage points. 


The direct controls on bank lending were effective--total bank loans expanded 
by only 12.3 percent in 1981. This included 8.3 percent growth in foreign 
currency loans and 12.8 percent growth in lira loans. During the year total 
domestic credit (private sector credit less equities and credit to the state 
sector) grew by 74,638 billion lire (18.6 percent), exceeding by over 10,000 
billion lire the government's original target of 64,500 billion lire. Most of 
the overshoot is explained by the fact that the state sector portion, 45,260 
billion lire, exceeded the original estimate by 8,000 billion lire. The 
remainder is explained by additional credit made available to finance the 
import deposit requirement. The monetary base expanded by about 13 percent, 
with Treasury monetary base creation up by close to 20 percent. 


INDUSTRIAL POLICY: The centerpiece of the government's industrial policy was 
supposed to be the medium-term plan prepared under the direction of Budget 
Minister Giorgio La Malfa and approved by the government in early 1981. In 
addition to a series of sectoral investment programs, the plan establishes a 
procedure for careful government evaluation of investment project feasibility. 
Full implementation of the plan, however, remains a distant goal. There is 
little room in the budget for increasing investment spending and in any case, 
the bureaucracy is notoriously inefficient in carrying out public investment 
programs. There has also been resistance towards La Malfa's proposal to 
rearrange the lines of authority in evaluating public investment. 


Another important element of the government's industrial policy has been Law 
675, first approved in 1977 and recently extended through 1982. Law 675 
provides for government financial assistance to firms undertaking 
restructuring programs in certain sectors. Implementation of the law's 
provisions was slow at first, but by the end of 1981 over ninety firms had 
applied for government financing. 


The state holding sector which controls or is heavily involved in such 
industries as steel, petroleum, petrochemicals, telecommunications, chemicals, 
heavy engineering and shipbuilding, has been in particular difficulty in 
recent years. Many of these companies have borrowed heavily, and consequently 
high interest rates have greatly increased their debt service payments. In 
1981 losses for the three largest holding entities (IRI, ENI, EFIM) totalled 
an estimated 3,600 billion lire. However, government officials are optimistic 
that restructuring and increased capital are improving the situation and in 
1982, the deficit will be cut in half with only the steel producing firms 
showing a loss. 


ENERGY: Italy is highly dependent on foreign sources for its energy 
supplies--over 80 percent of primary energy sources are imported. The basic 
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thrust of the government's energy policy is: (1) to maintain access to 
adequate supplies of oil; and (2) to increase available supplies of natural 
gas and the use of nuclear power and coal in the production of electric 
energy. Regarding pricing of energy, the government tries to follow a 
flexible policy and for most petroleum products, permits distributors to pass 
along changes in world prices to consumers. However, in recent months, oil 
companies and gasoline dealers have complained that the government has not 
approved adequate and timely increases in retail gasoline, diesel, and heating 
oil prices to reflect the strength of the dollar and the consequent increase 
in the lira price of petroleum. Gasoline now sells for 960 lire per liter, or 
approximately $2.75 per gallon. 


With the economy in a recession there was sufficient electricity to meet 
demand last winter. During the 1980-81 winter, however, it was necessary to 
impose rotating electrical blackouts to keep consumption within capacity 
limits. The longer-term outlook remains worrisome if construction of new 
power stations does not get underway. In response to this problem, the 
government has completed a new and comprehensive energy plan for the 1980-90 
period. But implementation of the plan will be an arduous political process. 
Already,the Parliament has side-tracked a key provision that would provide 
incentives to local communities to agree to construction of nuclear power 
plants. In the past, various other government energy initiatives have been 
proposed but not approved, due to opposition from interested parties. 


OUTLOOK FOR 1982 


DOMESTIC ECONOMY: In 1982, Italian GDP is expected to resume a positive growth 
path. The recovery, however, will likely be modest with most estimates 
calling for a 1-1.5 percent increase in real GDP for the year. Export growth 
will be the basis for the expansion, but this will be limited by the strength 
of the economic recovery in the U.S. and in Italy's main trading partners, the 
other EC countries. 


Investment spending is expected to decline again in 1982 as low capacity 
utilization levels and restrictive credit market conditions carry over from 
1981. Private consumption should increase slightly as wage increases, at 
least on a gross basis, keep up with, or exceed, cost of living increases, and 
transfer payments to households increase in real terms. In the medium tern, 
private consumption will be heavily influenced by the results of the triennial 
labor negotiations. Wage contracts covering most Italian industrial workers 
will be up for renewal in 1982. As always, these negotiations will be 
difficult. This year,they have been slow in getting underway due in part to 
the uncertain economic outlook but also because labor and management have been 
attempting to reach an overall agreement on labor costs. Since negotiating 
the contracts and then implementing the terms will be time-consuming, it now 
seems that the effect of these negotiations on the economy in 1982 will be 
limited. The government aims to keep the 1982 public sector deficit at 50,000 
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billion lire, but most observers consider this unrealistic. Inflation 
continued to moderate during the first months of 1982, and the government's 
objective of a 16 percent annual rate seems within reach. 


Balance of payments and exchange rate considerations will argue for a 
continuation of the government's restrictive monetary policy. In recent 
months there have been calls for a reduction in interest rates, but in the 
past relaxation of monetary policy at times of high public sector deficits, 
such as in 1975-76, was accompanied by heavy inventory accumulations and 
soaring balance of payments deficits. 


In April this view was reinforced by balance of payments statistics which 
showed an overall deficit of $2.7 billion for the first quarter of 1982, 
including a $1.6 billion deficit in March alone. A substantial portion of 
this deficit may be explained by delayed payments being made subsequent to the 
suspension in February of the import deposit requirement. The first two 
months' trade figures, however, indicate a reversal of the improvement 
recorded in the latter part of 1981. In any case, short-term capital outflows 
have become enough of a problem that some technical changes in foreign 
exchange controls were introduced in mid-April. The potential for additional 
outflows and perhaps more fundamentally the need to finance the Treasury 
deficit would seem to preclude much relaxation of monetary policy in the 
coming months. 


BALANCE OF PAYMENTS: The most recent current account estimate for 1982 
published by ISCO (National Institute for Economic Trends) is a deficit of 


2,500 billion lire. Assuming a 1,250 lira/dollar exchange rate, this would 
mean a deficit of $2.0 billion. The ISCO forecast, however, is more 
optimistic than other estimates. In particular, the estimated 6.0 percent 
increase in goods and services exports may be overstated, given that the 
absorbtive capacity of the OPEC countries--Italy's growth market in 1981--will 
be down markedly in 1982. In addition, any further depreciation of the lira 
against the dollar will be less than that recorded in 1981. However, with 
petroleum prices expected to drop in dollar terms Italy's terms of trade 
should improve, ensuring some improvement in the trade balance. Also, it is 
likely that the services balance will improve as earnings from tourism rebound 
after two consecutive years of stagnation. The services surplus will not, 
however, return to 1979-80 levels, as interest payments on accumulated foreign 
debt remain high. Most estimates foresee a current account deficit in 1982 
$3-4 billion less than the $8 billion figure recorded in 1982. 





PART B -IMPLICATIONS FOR THE UNITED STATES 


TRADE TRENDS: Italy's economic recession and the sizeable appreciation of 
dollar in relation to the lira--around 33 percent in 198l--cut deeply into 

exports to Italy in 1981. For the first time in several years, total 
U exports to Italy dropped by 10.7 percent to $6,177.7 million. At the 
same time, Italian exports to the United States, favored by the lira-dolla1 
2xchange rate and Italy's improved export performance, increased by 24.6 
percent to $5,139.3 million. Thus,the United States saw its bilateral balanc 
of trade surplus cut significantly to $1,038.4 in 1981 as compared wit 

y $2.8 billion surplus in 1980. As imports to Italy worldwide wer: 

about 10 percent, the United States nevertheless maintained its marke 

2 at about 7 percent, albeit with significant differences in composit 


shown by the table below, the dollar value of U.S. exports in mos 
product categories fell in 1980. Aircraft and parts sales continued 


coal finally came into its own as a major U.S. export to Italy 
percent in 1981. 


«S- EXPORTS TO ITALY 


1979 1980 
craft and Parts 153.0 393.3 
ctrical & Electronic 

ts and Systems 471.5 677.3 
ical Products 744.1 986.5 
Agricultural Products 1,090.1 153358.9 
281.1 418.2 
419.2 455.4 
5 384.4 683.0 
cals 639.3 712.6 


-S. Exports to Italy 5,2/1.4 6,°94:7.50 


MAJOR ITALIAN EXPORTS TO THE UNITED STATES 
Electrical & Electronic 

Products and Systems 127.9 126.6 
Mechanical Products 1,237.0 1,313.8 
Petroleum & Coal Derivatives 184.4 80.7 
Textiles B23 62 Sole 
Food & Agricultural Products 335.2 351.1 
Leather Shoes 638.4 404.1 
Gold, silver, jewelry, etc. 552.8 321.4 


Italian Exports to U.S. 4,665.3 4,152.5 
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With the tapering off, if not decline, of the dollar and the gradual recovery 
of the Italian economy, prospects for U.S. exports are looking up. Already in 
the first two months of 1982, U.S. exports were up 51 percent from a year ago, 
to $1,205.5 million. Italian exports to the United States went up 37.8 
percent in the same period, to $902.4 million. 


The Italian economy, nevertheless, is still not out of the woods. Growth is 
expected to be modest at best; consumption and domestic demand slight and 
investment is expected to decline. In anticipation of continued lean times, 
Italian business--both public and private--will be concentrating on ways to 
improve efficiency, energy-savings, and productivity, all areas in which U.S. 
industry enjoys an excellent reputation. 


Opportunities for joint ventures, licensing arrangements and distribution 
reements continue to be promising, particularly in the fields of electronic 
juipment, highly sophisticated machinery and robotics, refined chemicals and 

food processing. Italian efforts to expand tourism beyond last year's 

disappointing turnout could well renew interest in modern hotel and restaurant 
equipment and centralized administrative computing equipment. Increased 
attention to security and civil protection systems and pent-up demands in the 
strained health care and housing sectors could also enlarge opportunities for 
] informed American firms. Other projects of particular interest to U.S. 

‘irms include an Italian proposal to invest up to $10 billion over the next 

several years to upgrade the outdated telecommunications system, as well as 

other projected multimillion dollar investments to restructure and modernize 
troubled steel and chemical industries. 


Coal should continue to grow as a major U.S. export to Italy. The 
Although 
imports of metallurgical coal remained flat in 1981, sales of U.S. steam coal 
tripled to 2.4 million metric tons. The demand for steam coal should continue 
to rise in the future as Italy proceeds with its energy plan to shift from oil 
to coal-fired plants for the electricity and cement industries. The 1980 plan 
currently calls for consumption of 35 million tons of coal in 1985, rising to 
50 million tons in 1990. Even if these lofty figures are not reached by the 
timetables set, sales possibilities for steam coal remain high for the near 
future. Coal-related infrastructure projects, such as port development, coal 
handling equipment, internal transportation, coal conversion, and pollution 
control systems, will also provide attractive opportunities for American 
business. Construction of a proposed coal terminal in Trieste, for example, 
lesigned to handle 15 to 20 million tons of dry bulk cargo a year, could 
sasibly begin by the end of 1982. 


U.S. SALES PROSPECTS: Sectors that have been identified as offering good 
possibilities for U.S. export sales continue to be concentrated in high 
technology areas: data communication equipment, computers and peripherals, 
office data handling machines and software; energy systems equipment and 


technology both for domestic and third country contracts; telecommunications 





equipment systems for both commercial and military use; security and safety 
equipment; pollution control systems, components and technology; advanced 
electronic components, aerospace equipment, particularly as companies explore 
development of next generation aircraft; instrumentation and electromedical 
equipment; hotels and restaurant equipment. 


AMERICAN BUSINESS PRESENCE: U.S. business is widely represented in Italy. 

More than 700 subsidiaries of American firms are located in Italy and the 
American Chamber of Commerce in Italy lists some 6000 firms as represented 
locally through agents, eee licensees and participations. According 
to U.S. Department of mmerce statistics, U.S. investment in Italy was near 
$5.4 billion in 1980. though new American investment is relatively modest 
at present, U.S. miele are reinvesting local earnings in modernization and 
energy-and labor-saving programs. 


U.S. TRADE PROMOTION SERVICES IN ITALY: The United States International 


Marketing Center, located in the Italian business capital of 


Milan, maintains 
a heavy schedule of trade shows, exhi bits conferences and other programs 


designed to pr > U.S. goods to the Italian and European consumer. Major 
events through the end o he year will feature U.S. electro-medical equipment 
(May 17-20); home and personal computers (June 22-26); electronic components 
and instrumentation (Sept. 28-Oct. 1); Books USA (Oct. 27-30) and EDP 
USA-computers, peripherals and software (in the Rome Congress Hall, Nov. 
23-26). The U.S. Embassy in Rome publishes a quarterly commercial newsletter 
“Scambi Commerciali” which disseminates information about U.S. products, trade 
events, licensing and investment stat a and U.S. trade promotion 
services. U.S. Commercial offices and representatives promote U.S. exports 
through a wide variety of trade services and trade Spheres programs from 
seven locations in Italy: Rome, Milan, Florence, Naples, Palermo, Genoa and 
Trieste. 











